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Recent economic trends 
In this number: 
Quarterly national accounts; 
first quarter 1987 
THE MAIN POINTS IN BRIEF 
• As outlined in last month's issue of 
Supplement A, the recovery in the 
Community has been more sluggish 
than was expected last Autumn, due 
essentially to a more unfavourable 
international environment and its 
impact on Community investment. 
• Short-term indicators examined in 
this issue confirm this development. 
• Quarterly national accounts data for 
the first quarter of 1987 show a slow­
down in the rate of growth for the 
Community (EUR4) to 0,2 % (sea­
sonally adjusted annual rate). How­
ever, in several countries, the weak­
ness of activity was additionally in­
fluenced by the severe weather. 
• More recently, industrial production 
picked up in April but the invest­
ment goods sector continued to be 
weak. While the number unem­
ployed fell somewhat in April, it was 
still nearly a quarter of a million 
higher than a year earlier for the 
Community as a whole. Inflation re­
mained low and the trade surplus is 
easing from the higher March level. 
Money supply continued to grow 
rapidly in March and April but 
interest rates eased in May while the 
ECU appreciated somewhat further 
against the dollar. 





f Industrial production 
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1 France, Germany. Italy and UK : quarterly figures. 
TABLE 1 : Major supply and demand components at constant prices 
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(b) Goods and services including intra-Community trade. F.R. of Germany: inc 
(c) Change on previous period as a percentage of previous period's 
(d) The GDP series for the United Kingdom present the estimate« 
period considered, substantially diiTerent results: 
Sources 
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. Federal Republic of Germany (Bundesbank), France (INSEE), Italy (ISTAT) and United Kingdom 
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Recent trends in the Community economy 
Output growth weaker in first quarter. — Quarterly national 
accounts data for the Community in the first quarter of 1987 
show a rise of 0,2 % in real gross product on the previous 
quarter ­ seasonally adjusted annual rate ­ after the increase of 
1,5 % in tHe preceding quarter. The foreign balance, in contrast 
to the experience since the third quarter of 1985, exerted a 
positive impact on growth as imports slowed more rapidly than 
exports. In general domestic demand (including Stockbuilding) 
was relatively weak with investment substantially down on the 
previous quarter. 
In the Federal Republic of Germany GNP fell by 3,1 % (season­
ally adjusted at an annual rate) on the previous quarter after a 
small fall in the final quarter of 1986. Much of the decline can 
be attributed to the particularly cold weather which severely 
disrupted construction activity. On the expenditure side, private 
consumption fell ( — 3,6 %) for the first time since the beginning 
of 1985 and investment expenditure was substantially down on 
the fourth quarter of 1986. Despite the high contribution of 
Stockbuilding to GNP, total domestic demand fell by 3,8 %. 
This was to some extent moderated by the foreign balance which 
contributed 0,6 percentage points to growth with imports falling 
more rapidly than exports. 
In France GDP rose by 0,4 % on the previous quarter after the 
sustained growth registered in the three preceding quarters. 
Climatic conditions can be considered as the main contributory 
factor to this slowdown with most production branches more 
or less stagnating except the energy sector. According to prelimi­
nary estimates for the components of expenditure, the first 
quarter was characterized by a decline in gross fixed capital 
formation, a recovery in imports and a continuation of the fall 
in exports in evidence in the last quarter of 1986. 
Italian GDP was also weaker in the first quarter declining by 
1,5 %. Private and public consumption were the main factors 
stimulating growth and Stockbuilding rose. On the other hand, 
gross fixed capital formation continued to fall while the foreign 
balance reduced growth by 3,8 percentage points as imports 
recovered sharply from the decline in the fourth quarter. 
In the United Kingdom the expenditure­based measure of GDP 
rose by 5,9 % in the first quarter, a similar rate of growth to that 
registered one quarter earlier. Although private consumption 
recovered somewhat from the sluggishness of the last quarter 
of 1986, all other components of domestic demand were weak 
and this aggregate declined by 0,4 %. However, the foreign 
balance effect was sharply positive, contributing 6,2 percentage 
points to growth, as imports fell considerably more sharply than 
exports. The output­based measure of growth, considered by 
the authorities as the best indication of short term changes, 
picked up slightly to grow at 4 %, with energy and construction 
particularly dynamic. 
Industrial production improves in April. — After its recovery in 
February from the poor performance of the previous three 
months, industrial output more or less marked time in March, 
growing by 0,1 % on a month­to­month basis, seasonally ad­
justed. Preliminary information for April does, however, indi­
cate a more buoyant performance in that month, with industrial 
production sharply higher in Germany (2,2 % up on March), 
where construction activity, which had been affected by the cold 
weather, recovered strongly and where the output of basic 
products grew rapidly. However the investment goods sector 
showed less dynamism. In Italy too the buoyancy of the con­
sumer and intermediate goods sectors in April was not shared 
by investment goods which were only 0,8 % up on a year earlier. 
In the United Kingdom, where production was 0,3 % higher 
than March, the output of investment goods has been progress­
ing steadily since the beginning of the year. For the Community 
as a whole the level of industrial production in March was 
3,4 % higher than a year earlier, with output in all Community 
countries, except Belgium (­0,1 %), Denmark ( ­2 ,5 %) and 
Luxembourg ( ­5 ,5 %), significantly up on a year earlier. The 
year­to­year increases in output ranged from 3 % in Germany 
to 9,9 % in Italy. 
GRAPH 2: Unemployment (s.a.) EUR 12 
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GRAPH 4: Trade balance (s.a.) EUR 12 
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GRAPH 5 : Money supply (EUR 12) and nominal GDP (EUR 4) 
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Unemployment somewhat lower. — In April the number of 
registered unemployed, seasonally adjusted, in the Community 
(EUR12) fell by 16 000 to 16,3 million (11,8 % of the civilian 
labour force) but was still nearly a quarter of a million higher 
than a year earlier. Numbers unemployed (s.a.) fell in five 
Member States in April (Germany, France, the Netherlands, 
Portugal and the United Kingdom) but only in the latter two 
countries has the downward movement been in evidence for 
more than one month. On a year­to­year basis, Community 
unemployment was 1,4 % higher than in April last, with de­
creases being recorded in Germany ( ­ 0 , 6 % ) , Belgium 
( ­ 1 , 7 % ) , the Netherlands ( ­ 4 , 3 % ) , the United Kingdom 
(­6 ,6 %) and Portugal ( ­8 ,4 %), while other Member States 
registered increases ranging from 0,6 % in Greece to 17,4 % in 
Luxembourg. 
Consumer price increases remain low. — The index of consumer 
prices in the Community in April increased by 0,5 % on a month 
earlier after increases of 0,3 % in the previous two months. 
However, on a seasonally adjusted basis, the month­to­month 
rise in April (0,3 %) was only marginally higher than the 0,2 % 
recorded in February and March. The sharp rise in the United 
Kingdom monthly increase in April was principally due to the 
annual increase in local authority rates and rents; with the 
seasonally adjusted figure registering a much smaller rise of 
0,2 %. The absence of budgetary adjustments to indirect taxes 
did have a moderating effect on the April figure. Elsewhere, 
apart from Greece where the monthly rise was 2,3 %, April 
increases were 0,5 % or below and in Luxembourg prices fell 
by 0,2 %. The underlying trend rate of inflation, measured as 
the seasonally adjusted rate of change over six months at an 
annual rate, for the Community as a whole, after dropping in 
March to 2,8 %, moved back to its earlier level in April (3,2 %), 
while divergence in price trends between Member States has 
continued to narrow since October 1986. 
Trade surplus temporarily higher in March. — The Community's 
trade surplus (EUR 12) in March, at 1 391 million ECU, returned 
to the level of the beginning of the year after a February result 
when surpluses were recorded only in Germany and Ireland. In 
March, the fall in the German trade surplus and the higher 
French deficit was more than counterbalanced by improvements 
in the Benelux countries, Denmark, Italy and the United 
Kingdom. On the basis of preliminary information for April, a 
lower German surplus and increases in deficits in Italy and the 
United Kingdom are likely to result in a reduced Community 
surplus. 
Money supply continues to grow rapidly. — In March the rate 
of increase in the money supply for the Community as a whole 
(s.a.) was 1,2 % with rates of growth picking up in all countries 
except Germany, Italy and Ireland. After compensating for 
declines in the previous two months, money supply grew by 
0,5 % in Denmark in April, while in Germany a similar increase 
was recorded after lower rises in February and March. The 
acceleration in German money supply in April was mainly a 
result of the pick­up in bank lending to firms and individuals, 
although public sector cash transactions also had an expansion­
ary influence and monetary capital formation tailed off. Central 
bank money stock in Germany also continued to grow rapidly 
and, in May, the seasonally adjusted annual growth rate of 
nearly 8 % compared to the fourth quarter of 1986 was above 
the target range of 3 to 6 % for 1987. High rates of growth in 
liquid assets held by the public (ALP) in Spain, meant that the 
accumulated growth until April in annualised terms was nearly 
14 % and this led the Bank of Spain to tighten monetary policy 
to bring rates of growth back within the target band set for 
1987. In France the acceleration of the broad aggregates, which 
began in March, continued in April, taking the growth of M3 slightly above the upper end of the target range. The sharp rise 
in broad money in Ireland in April was principally due to a 
substantial increase in Irish pound deposits. In the United 
Kingdom the monthly rate of increase of M3, which is now no longer a monetary policy target variable, slowed down to 1,8 % 
in April but the annual rate of change was over 20 %. The 
principal narrow measure of money M0 was in the upper half of its 2 — 6 % target range. 
— 5-
Stickiness of long-term interest rates. — Long­term interest rates 
in the Community moved up slightly in April but the increase 
was significantly less than the rise in US rates (see Graph 7). 
Higher long­term rates determined as they are by market forces 
came about although monetary policy kept short­term rates 
relatively stable. Short­term rates even eased somewhat to 8,7 % 
in May after their slight rise in April. The April increase was 
essentially due to the sharp increase in Spanish rates by over 
4 % to 20,6 %, as the Bank of Spain pursued a more restrictive 
policy to contain the growth of monetary aggregates. In May 
short­term rates eased in Germany, the United Kingdom, 
Belgium, Spain and Greece, and were unchanged or marginally 
higher in other Community countries. The stickiness of the long 
end of the market, in spite of slightly easier short term rates, 
demonstrates the limited possibility for monetary policy to influ­
ence in present conditions long­term rates significantly. 
ECU appreciates further in May. — The ECU continued to 
appreciate against the dollar in May as US trade figures were 
assessed as confirming the slow correction in the size of the 
current account imbalance. The dollar did recover somewhat 
towards the end of the month, ahead of the Venice summit and 
with the announcement of the Japanese economic package. The 
weakness of the dollar did however create some tension within 
the EMS fluctuation band and substantial intramarginal inter­
vention was reported early in the month to defend the FF, LIT, 
BFR and the DKR. The lira fell sharply in the EMS band on 
8 May reaching the bottom of the narrow band. According to 
official sources, the lira's slide was controlled and allowed to 
take place ahead of the announcement of the relaxation of 
capital controls, in order to place the currency in a better 
position to cope with any strains that capital liberalisation might 
cause. Tensions continued to be apparent in the middle of the 
month as far as the lira and the French franc were concerned, 
as the dollar moved downwards. However, as the dollar firmed 
towards the end of the month, tensions eased. The pound 
sterling was in heavy demand at the beginning of the month, 
with large capital inflows provoking market intervention by the 
authorities, and, despite some weakness at the end of the month, 
it ended the month registering an appreciation of just over 1 %. 
The peseta too appreciated slightly against the ECU, while the 
escudo, and to a more significant degree, the drachma recorded 
some depreciation. 
30 June 1987 
GRAPH 8 : Exchange rates 
Values of USD. Yen and some EC currencies in ECU 
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Sources : for Community 
(a) National 
Eurostat 
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Principal economie policy measures - May 1987 
Community (EUR) — The employee health insurance contribution goes up 0.4 of a percentage point to 5.9 % 
of the total wage from I July 1987 to 30 June 1988. 
The employee old age insurance contribution goes up 0.2 of a percentage point to 6.6 % 
of the wage falling below the social security ceiling (FF 9 630 per month). 
A 1 % temporary and exceptional levy is introduced on income from financial investment 
and immovable property. 
certificates by 0.10 % to 7.05 % 7.10 % and 7.15 % respectively. On 2. May the bank ~ A A Í A f o Í A old age and health insurance 




¡8.5. The central bank cuts the interest rate on one-, two- and three-month Treasury 
Denmark (DK) 
None. 
Federal Republic of Germany (D) 
None. 
Greece (GR) 
8.5. The Minister for the National Economy decides that the basic wage indexation rate for 
the second four months of 1987 will be 1.0 %. This rate is derived from the 1.6 % rise in 
consumer prices forecast for the second four months, less the 0.6 % impact of imported 
inflation. 
Spain (E) 
4.5. The Bank o^ Spain raises the interest rates on its loans to financial institutions to 
19.063 % (compared with 12.2 % in January and 16.875 % the previous day) for the 'first 
window* (by auction) and 22 % for the 'second window' (loans directly requested by the 
institution). 
¡2.5. The Bank of Spain accedes to the Agreement between the central banks of the Member 
States of the Community laying down the operating procedures for the EMS and under which 
the central bank undertakes to keep 20 % of its gold and dollar reserves on deposit with the 
European Monetary Cooperation Fund. 
Ì9.5. The Cabinet decides to launch the 'entry on account' system for government securities. 
The chief characteristic of the new system is that the physical transfers of securities and the 
intervention of approved intermediaries will not be required for operations in such securities. 
28.5. The Bank of Spain announces that the ECU will be officially listed in Madrid from Luxembourg (L) 





13.5. The Minister for Foreign Trade signs three decree-laws increasing the freedom of 
operators in their financial transactions with other countries. In agreement with the Bank of 
Italy, the 15 % non-interest-bearing compulsory deposit applicable to acquisitions of foreign 
securities and immovable property is abolished. As a result of this measure, it should be 
possible to repeal the safeguard clause applicable to Italy under the Commission Decision of 
19 December 1984 after consulting the Italian authorities under Article 2(2) ofthat Decision, 
or at least not to renew this clause when it expires on 19 December 1987. Under the new 
rules, Italian residents travelling abroad are permitted to acquire SDR I 250 in foreign 
currency (LIT 2 100 000 compared with the previous LIT 1 600 000) and LIT 500 000 in 
Italian lire (previously LIT 400 000): this brings the Italian provisions into line with the 
OECD Code and puts an end to all inconsistencies between the latter and Community law. 
In addition, the use of credit cards abroad to obtain advances in cash has been permitted up 
to the ceiling of SDR 1 250, and the formalities applicable to travellers have been relaxed. 
The periods within which foreign exchange holdings must be surrendered by exporters are 
doubled from 15 to 30 days, as are the periods within which holders of foreign exchange 
accounts (conti valutari) are allowed to utilize the amounts credited to these accounts. For 
foreign currency received by the account holder in settlement of authorized transactions with 
non-residents, the period is lengthened from 60 to 120 days, while for foreign currency acquired 
by the account holder against domestic lire for the settlement of authorized transactions it 
is lengthened from 30 to 60 days. Also, Italian residents who intend to advance settlement of 
imports of goods and services are no longer obliged to borrow foreign exchange from a bank. 
France (F) 
¡2.5. The Minister for Social Security and Employment evaluates the total cost, in a full year, 
of the plan to assist the long-term unemployed at FF 4 327 000 million: the breakdown is 
FF 855 million for employment contracts offering reintegration into working life by alternat-
ing work and training, FF 3 372 000 million for conventional training courses and FF 100 
million for contracts involving retraining. 
¡8.5. The Minister for Economic and Financial Affairs raises from FF 72 000 to FF 80 000 
the ceiling on savings bank deposits on which no tax is payable. 
29.4 Parliament adopts a draft law aiming to reform the Unemployment Fund into a 'Fund 
for Employment', which will not confine itself to the administration of unemployment but 
will have as its main task to launch an employment offensive. The law also provides for a 
review of the compensation of unemployed persons over 50 years of age by extending the 
compensation period and granting the guaranteed minimum income after a period of 24 
months, an increase in the unemployment benefit, generally to 80 % of the last gross 
wage. Fund assistance for the self-employed without work, and permission to draw the 
unemployment benefit while engaging in a secondary occupation. 
Netherlands (NL) 
None. 
21.5. Several measures relaxing exchange controls are adopted. Firms will be free to cover 
their exchange risks and to hold foreign exchange accounts in France or abroad in respect of Portugal (P) 
an amount equivalent to three months of their turnover in transactions with other countries. }5 T h e G o v e r n m e n l increases petroleum product prices by an average of 6 %. The purpose 
The condit.ons for settlement of .mports are simplified and firms w.ll be free to contract o f l h i s m e a s u r e i s l 0 a d j u s t receiKpts f r o m thFe p e t r o | i u m products tax to the rise in oil prices. 
borrowings in foreign currencies. ... 
29.5. The Government adopts a number of provisions designed to raise FF 21 300 million ijrmed Kingdom fUK) 
for the general social security scheme, almost half of it in the form of higher health and old 
age insurance contributions. .. None. 
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